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Fintech embodies technological innovations in financial 
services. The scholarship in this area is fast-growing and 
correlates with a disruptive potential Fintech has for the 
financial ecosystem. European regulation is also keeping up 
with this phenomenon. A case in point is the recently adopted 
EU crowdfunding regulation which is part of the EU’s 
FinTech Action Plan and Capital Markets Union agenda. Its 
general goal is to promote financial development of European 
financial systems by enhancing alternative finance sources to 
bank lending and cross-border investments. On the one hand, 
the EU crowdfunding regulation aims to enhance scalability 
for crowdfunding platforms service providers across the 
European single market through a single EU crowdfunding 
licence. On the other hand, regulation intends to provide a 
high level of investor protection across Europe through a 
unified set of rules. The purpose of this paper is twofold. First, 
to outline the European regulatory and policy agenda in 
addressing disruptive impacts of FinTech and crowdfunding 
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on capital markets. Second, to open and encourage timely 
policy discussions on how these regulatory trends could 
unfold in Croatia and the South Eastern European (SEE) 
region, characterised as more traditional financial markets 
services and developing capital markets in comparison to 
other member states. Thus, the methodology combines 
secondary data analysis with a case study. Our findings 
suggest that the likely effects of the EU crowdfunding 
regulation reflect in improved legal certainty for investors and 
increased potential for financial development in alternative 
financing, although there is significant space for improvement 
of the Croatian financial ecosystem. 
 
Key words: crowdfunding, FinTech, European financial 
regulation, Croatia, capital markets 
 
 
1. INTRODUCTION  
 
Up to the present, financial systems in the 21st century have been driven by two 
extraordinary events, the global financial crisis of 2007-08 (GFC) and 
pioneering technological innovations in finance (FinTech). The global financial 
crisis reshaped global financial regulation and governance. The first wave of 
the U.S. financial crisis spilled over to a global interbank credit crisis and 
affected western European banks with exposure to toxic assets, leading to 
several bouts of recapitalizations. The second wave unveiled the fragility of EU 
member states’ financial systems causing the European debt crisis of 2010-11 
and leading to immense financial recuperation programmes for several 
countries. Both financial crises provoked massive reforms of the European 
financial system, initiating ambitious policy projects such as the Banking Union 
and Capital Markets Union, in which the former initiative redesigned the 
regulatory, supervisory and recovery models of the banking sector centralizing 
it on the EU level. The latter aimed to complement bank-based financing with 
more active capital markets across the EU and seizing the potential that 
financial innovation, chief among them FinTech, presented for financial 
intermediation.   
 
FinTech represents technological innovations in the financial sector, with a far-
reaching changes of the financial ecosystem. FinTech has been commonly 
defined as “technology-enabled innovation in financial services that could 
result in new business models, applications, processes or products with an 
associated material effect on the provision of financial services” (Financial 
Stability Board, 2019, p. 2, n. 1). The financial industry is the most propulsive 
sector for innovative technologies, with respect to the magnitude of investments 
in the field (European Commission, 2018a, p. 1). Although Fintech is quite a 
new term, covering different financial zones and market players, its modus is 
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well-established. In fact, technology has been known to support financial 
services for at least the last two centuries, e.g. money transfers using the 
telegraph in the 19th century, card readers and ATMs during the 20th century 
(Arner, Barberis and Buckley, 2016, p. 1274-1283). FinTech is currently a 
relatively general concept, since it is not quite clear and precise what the market 
structure for FinTech is, who the Fintech players are between the incumbents 
such as banks and insurers, Big Data companies and start-ups, etc. (Schueffel, 
2016). 
With regard to FinTech’s regulation, there is a growing body of literature on 
the principles and methods for its regulation (Amstad, 2019; Ehrentraud, et. al., 
2020; Restoy, 2021) although it is yet another broad-spectrum area. First of all, 
technology itself is a neutral category, it does not imply financial fraud or 
systemic risk creation. Human behaviour while using the technology will be in 
charge of that. Generally, there are some areas like artificial intelligence (AI) 
and distributed ledger technologies (DLTs) that will most likely require certain 
future rule parameters (Digital Finance Strategy for the EU, 2020). These areas 
are not exclusively in the financial domain, rather a part of a broader range, 
therefore requiring a multidisciplinary and cross-jurisdictional approach co-
ordinated at the EU level, e.g. Digital Single Market. Other areas, such as 
financial stability, financial integrity, consumer protection, competition policy 
and systemic risk have already been addressed by a plethora of EU financial 
regulation. Hence, there are considerations on how to navigate the level playing 
field in the financial sector with regard to  BigTech’s double role in the financial 
eco-system. First, as third-party providers of the financial infrastructure for 
incumbents (e.g. service or applications for banks) and second, as competitors, 
by simultaneously entering the market as providers of certain financial services 
(e.g. payments, lending) with immense disruption potential through a gigantic 
customer database and processing capabilities (Restoy, 2021). 
 
Moreover, competitiveness of the EU in the FinTech area is significantly 
lagging behind the U.S. and China. Brexit exacerbated Europe’s score since the 
U.K. presents an extraordinary market base for successful FinTechs. 
Additionally, the UK is considered a global innovator in terms of regulatory 
approach to FinTechs through innovation facilitators, i.e. innovation hubs and 
regulatory sandboxes (Cambridge Centre for Alternative Finance, 2018). 
Therefore, the EU selected a more cautious approach to regulating FinTech 
with an ambition not to hinder scalability prospects for innovative business 
models within the Single Market (European Commission, 2018a). 
 
To this end, the EU Crowdfunding Regulation 2020/1503 (thereafter: 
crowdfunding regulation) aims to enhance scalability for crowdfunding 
platforms service providers across the European single market by means of the 
EU crowdfunding licence which facilitates operations across EU member 
states’ national markets. On the one hand, regulation intends to provide legal 
certainty for investors across Europe through a single set of rules. On the other 
hand, crowdfunding platform providers should benefit from the ability to carry 
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out services under the same conditions, regardless where they are primarily 
established in the EU, therefore reducing their operational and compliance costs 
while expanding their businesses across the EU (European Commission, 
2018b). 
 
Given the excessive complexity that FinTech generates in an already turbulent 
post crisis financial ecosystem, it is beyond the scope of this paper to envisage 
and scrutinize the complete inventory of potential impacts and probabilities that 
crowdfunding regulation could exert on EU member states’ capital markets. 
Instead, the purpose and contribution of this paper are situated in a conceptual 
analysis. In a sense this paper presents a scoping research in the subject, with a 
twofold objective. First, to outline the European regulatory and policy agenda 
in addressing disruptive impacts of FinTech and crowdfunding on capital 
markets. Second, to contribute to wider policy discussions on how these 
regulatory trends could unfold in Croatia and the South Eastern European 
(SEE) region, characterised as more traditional financial markets, services and 
developing capital markets. In order to achieve these goals, our methodology 
combines qualitative, secondary data analysis, as well as statistical data sources 
substantiated with a case study. 
 
The paper proceeds as follows: chapter two provides an overview of building 
blocks and policy developments of the Capital Markets Union. Chapter three 
outlines objectives for European crowdfunding regulation and its impact 
assessment for the European capital markets. Chapter four looks deeper into 
disruptive impacts of Fintech on capital markets, with special emphasis on the 
implications of crowdfunding on capital markets. Chapter five discusses 
possible sequels of the crowdfunding regulation on the Croatian capital 
markets. Chapter six concludes, proposing some policy recommendations for 
Croatia, as well as the SEE region, from the perspective of this recent EU 
member state catching up on financial developments.  
 
2. BUILDING THE CAPITAL MARKETS UNION 
 
For decades, European financial systems have been operating largely as bank-
oriented systems, with limited convergence to market-based banking in western 
European economies (Hardie, Howarth, Maxfield and Verdun, 2013). Both 
economic and legal national systems of the EU member states have been 
divided through the lines of Anglo-Saxon and Continental systems, creating 
barriers for legal harmonisation and the creation of a genuine European 
financial market. Until the 1990s, the EU applied a minimum harmonisation 
approach, introducing principles of mutual recognition, minimum technical 
standards and home country control (Ferran, 2004: 1-7; Moloney 2008: 11-16). 
 
Financial globalization and integration pushed forward for the creation of the 
Economic and Monetary Union (EMU) and the single currency at the beginning 
of the 1990s. As part of the EMU’s programme, the Lisbon strategy for the 
 
Regulating crowdfunding in the EU– same rules, same results? … 
 
Balkan Social Science Review, Vol. 17, June 2021, 7- 25                              11 
 
2000-2010 period stimulated a new policy agenda for economic growth and 
social inclusion. The result was a large regulatory overhaul in the financial 
sector, the Financial Services Action Plan (FSAP), implemented between 1999 
and 2005 with a goal to build a new regulatory architecture that would allow 
safer and more efficient cross border financial transactions and other operations 
by financial institutions (European Commission, 1999, 2005). FSAP’s flagship 
MiFID directive unlocked competition of the European capital markets. 
 
The ambitious policy intentions of regulatory harmonisation were disrupted by 
the GFC, during which financial institutions and investors changed course back 
to their home markets (European Central Bank, 2009; European Commission, 
2009, 2015a). The European Commission’s Green Paper analysis reports that 
the European capital markets remain fragmented and underdeveloped. 
“Compared with other jurisdictions, capital market based financing in Europe 
is relatively underdeveloped. Our equity, debt and other markets play a smaller 
role in financing growth and European businesses remain heavily reliant on 
banks, making our economies vulnerable to a tightening of bank lending. There 
is also insufficient investor confidence, and European savings are not always 
being put to the most productive use. European investment levels are well 
below their historical norm and European capital markets are less competitive 
at the global level” (European Commission, 2015a, p. 4). 
 
In the aftermath of the GFC and European debt crisis of 2010-11, a new policy 
agenda generated the creation of the Banking Union and Capital Markets Union 
(European Commission, 2015b). While the Banking Union represents 
significant financial integration, through centralized regulation, supervision 
and resolution for the banking sector, the Capital Markets Union has been more 
of a complementary strategy for promoting alternative sources of financing 
(Howarth and Quaglia, 2016, p. 212-213). 
 
The New Capital Markets Union Action Plan accentuates the need to generate 
additional sources of funding, especially to small and medium-sized businesses. 
Recent policy emphasis on sustainable finance (Greener and Cleaner Economy, 
European Commission, 2018c) have been reaffirmed as a set of environmental, 
social and governance (ESG) goals for circumventing the K-shape post-corona 
recovery trail, of “rich getting richer and poor getting poorer”. The European 
forward-thinking strategy of green and digital markets conveying to a more 
inclusive and resilient economy is certainly a cutting-edge policy, even though 
implementation might be tentative (Macchiavello and Siri, 2020). 
 
3. THE TWOFOLD RATIONALE OF THE EU CROWDFUNDING 
REGULATION 
 
The EU Crowdfunding Regulation was proposed in 2018 as a part of the 
FinTech Action Plan, the European Commission’s strategy for enhancing the 
opportunities of financial markets through utilising cutting-edge technologies, 
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such as blockchain and artificial intelligence. (European Commission, 2018a), 
following the Mid-Term Review of the Capital Markets Union Action Plan 
(European Commission, 2017). 
 
Crowdfunding services are defined in art. 2 of the Crowdfunding regulation as: 
“the matching of business funding interests of investors and project owners 
through the use of a crowdfunding platform and which consists of any of the 
following activities: (i) the facilitation of granting of loans; (ii) the placing 
without a firm commitment basis, as referred to in point (7) of Section A of 
Annex I to Directive 2014/65/EU, of transferable securities and admitted 
instruments for crowdfunding purposes issued by project owners or a special 
purpose vehicle, and the reception and transmission of client orders, as referred 
to in point (1) of that Section, in relation to those transferable securities and 
admitted instruments for crowdfunding purposes.” 
 
The regulatory rationale concerning crowdfunding was twofold. First, to enable 
fast growing start-ups to gain better access to financing of their business 
projects, especially at an early transformational stage in which scaling is crucial 
for their business model. Crowdfunding represents an innovative technology 
enabled platform that allows for more efficient and easier matchmaking for 
investors and businesses. Therefore, it has been identified as a useful 
mechanism for deepening the EU’s Capital Markets Union. Second, it enhances 
investor protection and increases cross-border investment activities. Arguably, 
a troublesome lack of trust arising from information asymmetries concerning 
project riskiness and crowdfunding platforms’ operational risks has been 
identified. Subsequently, cross-border funding activity within the EU amounted 
to 0,73% of the total raised between 2013 and 2014 (European Commission, 
2018b, p. 18). 
 
At the same time, crowdfunding represents the most important alternative 
finance source to bank lending for entrepreneurs. Indeed, crowdfunding is 
designed as a tool to provide investment opportunities to a large pool of 
primarily natural persons who place relatively modest investment amounts via 
a publicly available, internet-based platform. While the UK has the biggest 
market share in alternative finance, the crowdfunding market has been 
developing rapidly in other EU countries, especially France, Germany, the 
Netherlands, Finland and Spain. While there have been positive trends at the 
European crowdfunding market with regard to intensification of institutional 
investors and general public financier’s interest, the markets remained 
prevailingly domestically oriented with limited cross-border activities 
concentrated in a few large countries (Ibid., p. 16-28). European crowdfunding 
platforms account for approximately 34% of all alternative finance raised in 
Europe (excluding the UK). In terms of total size, they amounted to 2.624 
million USD raised for businesses over crowdfunding platforms in 2018, with 
an annual growth of 140%. The business funding model is predominantly a 
debt-based model, accounting for 81% vs. the equity-based model, which 
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accounts for 17% of business funding (Cambridge Centre for Alternative 
Finance, 2020, p. 83-86). The data suggests that there is also a “bank-based 
financing / debt based mentality” by European investors, being more risk 
averse, i.e. avoiding acquiring stakes in businesses through equity 
crowdfunding and losing all their investment in case business fails vs. riskier 
model of investment with higher returns potential. 
 
Crowdfunding services have been subject to a diversified set of rules and 
procedures in different member states, e.g. some national regimes required 
licencing and operation under the MiFID II regime, while others had no special 
requirements in place. This variety of fragmented and intermittently conflicting 
national regulatory frameworks increased operational and compliance costs of 
crowdfunding service providers impending scaling up of crowdfunding 
platforms, while obstructing cross-border activities and fragmenting the 
European capital markets (European Commission, 2018b, Crowdfunding 
Regulation, preamble, point 6). 
 
The EU crowdfunding regulation 2020/1503 entered into force on 10th 
November 2020, and will become applicable on 10th November 2021 with an 
additional transition period of 12 to maximum 24 months for crowdfunding 
service providers to obtain authorisation for providing lending-based and 
investment-based (equity) crowdfunding services (art 48). Crowdfunding 
service providers are required to operate as neutral intermediaries (art. 8), 
handle client complaints (art. 7) and appoint effective and prudent management 
to undertake credit risk assessments of the crowdfunding projects, including a 
minimum level of due diligence in respect of project owners (art. 4-5). They 
are subject to various prudential requirements (art. 11).  
 
To ensure investor protection, the maximum amount that can be raised in a 
single crowdfunding project is 5 million EUR (art. 49). Regulation 
distinguishes between sophisticated and non-sophisticated investors through an 
entry knowledge test and simulation of the ability to bear loss (art. 21), with 
additional safeguard clauses, such as explicit risk warnings and a pre-
contractual reflection period of four days during which a prospective non-
sophisticated investor can revoke an offer to invest (art. 22). Potential investors 
must receive a maximum 6-page key investment information sheet, containing 
specific features of the project and a potential financial risk warning, drawn up 
by the project owner and verified by the crowdfunding service providers (art. 
23). 
 
Crowdfunding platform service providers are prohibited from taking deposits 
(art. 10) and are not allowed to operate as trading venues. Instead, they are 
allowed to operate a bulletin board, which permits their clients to advertise 
interest in buying and selling loans, transferable securities or admitted 
instruments for crowdfunding purposes that were originally offered on their 
crowdfunding platforms (art. 25). 
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4. THE DISRUPTIVE IMPACT OF FINTECH AND CROWDFUNDING 
ON CAPITAL MARKETS 
 
Schumpeter (1942, p. 83) developed a concept of creative destruction to 
describe the innovative force of capitalism which “incessantly revolutionizes 
the economic structure from within, incessantly destroying the old one, 
incessantly creating a new one”. Although innovations can be revolutionary, 
they might not have the disruptive effect to reset the market with new products, 
institutions and value chains, e.g. innovation of car vs. mass-production of cars. 
Disruptive innovations tend to be cultivated in entrepreneurial start-ups rather 
than incumbent companies (Christensen et. al., 2015; Bower et. al., 1995). 
Although there is a public perception of FinTechs as financial ecosystem game-
changers, they haven not yet reshaped the financial system: “FinTechs have 
materially changed the basis of competition in financial service, but have not 
yet materially changed the competitive landscape … Although Fintech failed 
to disrupt the competitive landscape, they have laid the foundation for future 
disruption.” (World Economic Forum & Deloitte, 2017, p. 12-13). 
 
Financial stakeholders have identified the utmost disruptive forces that will 
change the financial industry. Distributed ledger technology (DLT), better 
known as blockchain, has the capacity to alter almost every aspect of financial 
services including payment, clearing, and settlement, etc. by reducing the 
complexity of transactions and increasing the speed, security and transparency 
of operations (Bank for International Settlements, 2017, European Securities 
and Markets Authority, 2017). Data analysis and artificial intelligence (AI) will 
personalize financial services. Along with automation and robotics, it will offer 
more choices leading to better and cheaper financial products (Financial 
Stability Board, 2017). Cloud services bring cost advantages, flexibility and 
efficiency with options to run different financial services in the cloud 
(McKinsey & Company, 2018). All of these innovations have great potential to 
advance as well as undermine financial stability (Financial Stability Board, 
2019, 2017). 
 
With regard to financial market players, these are tipically divided into three 
groups: (i) the incumbents (banks, stock-exchanges, etc.), (ii) start-ups and, (iii) 
tech giants (BigTech). Market research shows that FinTech start-ups are more 
oriented towards collaboration with incumbents, rather than competing with 
them. While the starting strategy was probably to take-over the market, 
newcomers experienced difficulties in building a customer base and scaling 
business, therefore they oriented more on business-to-business solutions (B2B). 
By partnering up with these start-ups, traditional financial institutions are 
acquiring new technology solutions as a way to increase productivity and 
revenues. On the other side, the impact of large technological giants such as 
Microsoft, Amazon, Alibaba, Apple or Google on the future of financial 
markets has yet to unfold. They have unprecedented potential in data 
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ownership, cloud-based infrastructure, data analytics and artificial intelligence. 
In other words, they have great potential to disrupt the financial ecosystem on 
a previously unimaginable scale. Market analysts forecast that ownership and 
control of data will determine new market champions capturing the largest 
profit pools with a data intensive and platform-based business model 
(McKinsey & Company, 2018; World Economic Forum & Deloitte, 2017, 
2015; Financial Stability Board, 2019).  
 
There are around 700 FinTechs operating on capital markets worldwide. It is 
the fastest growing FinTech sector, expanding at the rate of 277% since 2010. 
Market analysis shows that major disruptive impacts are in the areas of access 
to capital and post-trade services powered by blockchain technologies and 
automation (McKinsey & Company, 2018, p. 7-9). Start-ups are mostly 
collaborating with incumbents, with an exemption of access to capital, zone of 
disintermediation, where start-ups have created new platforms that provide a 
direct link between investors and companies and represent a worrying challenge 
to traditional intermediaries such as banks, brokers, clearing and settlement and 
depository registries. 
 
Crowdfunding has been growing rapidly over the last decade. This is an 
innovative platform for raising smaller amounts of capital globally for different 
types of projects. Crowdfunding service providers rely on blockchain 
technologies, which allows them consolidation of the value chain. New 
technology allows for more effective linking of supply and demand around the 
common digital platform through disintermediating some traditional services, 
e.g. stock exchanges, clearance and settlement. The World Economic Forums’ 
study (2017, p. 147-167) on equity crowdfunding identified several important 
trends. There is accelerating demand from both investors and start-ups. This 
brings uncertainty for the future concerning limited scalability and change in 
demand driven by current euphoric investors. There are also concerns regarding 
valuations on crowdfunding platforms. This directs attention to issues such as 
digital financial literacy, consequently creating a new demand for FinTech 
commercial due diligence through AI and further promotion of the investor-led 
model and start-up exchange venues. Finally, the market research points to the 
quality of regulation, i.e.  balance between support for growth through 
alternative access to capital combined with investor protection, being the key 
formula to crowdfunding success.  
 
Crowdfunding has another downside because of liquidity, i.e. the platforms are 
designed as a capital raising platform for smaller scale projects, like start-ups 
and SMEs. They are not allowed to have a trading system (art. 25, 
Crowdfunding Regulation) because that would make them a stock exchange, a 
regulated entity under MiFID rules. Instead, there was a compromise solution 
installed on the EU level to promote alternative access to capital without 
suffocating it with disproportional regulatory measures. Therefore, some 
platforms offer placing buyers and sellers orders in a vintage, 20th century 
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auction manner, which is a regulatory bypass solution for the time being. 
During past years, crowdfunding platforms have been teaming up with national 
stock exchanges, e.g. SyndicateRoom with London Stock Exchange, 
Funderbeam with Zagreb Stock Exchange, gaining access to a wider financial 
ecosystem (Business Insider, 2016; Zagreb Stock Exchange 2016).  
 
Among all of these incumbents, stock exchanges appear to be the most prepared 
to embrace change. This could be explained through their experience in 
surviving the first round of regulatory disruption, when MiFID introduced 
competition between exchanges and alternative trading venues across European 
capital markets. MiFID resulted in increased market competition and 
fragmentation, growth of dark pools and broker-dealer crossing systems. First, 
national stock exchanges lost their advantage over the most liquid domestic 
shares. Second, high investment in I T through software trading and platforms, 
along with transfers of liquidity (trading of liquid shares) forced national stock 
exchanges to join new pan-European trading consolidators: NYSE Euronext, 
LSE Group, Deutsche Börse and Nasdaq OMX (CEPS, 2011; Europe 
Economics, 2011). Nevertheless, these financial incumbents have a lot to offer 
as potential partners to new platforms, a capital and customer base along with 
immense expertise in dealing with regulators and regulatory changes. 
 
5. ENVISAGING THE IMPACT OF EU CROWDFUNDING 
REGULATION ON THE CROATIAN CAPITAL MARKET 
 
Although absolute figures confirm that in terms of total volume, the global 
alternative finance leaders are China and the US, in per capita terms, countries 
with relatively high volumes are predominantly European, the top two being 
Latvia and Estonia (Cambridge Centre for Alternative Finance, 2020, p. 24). 
These are small EU member states, similar to Croatia, yet strongly oriented to 
digitalization, which then translates into the digitization of finance. The SEE 
region has a joint alternative finance volume of 188 million USD, growing 
more than 250% annually (Ibid., p. 78). The business funding model is even 
more debt-based, amounting to 96%, vs. EU average of 81%, with less than 1% 
being equity based, vs. EU average of 17%, which again emphasises the strong 
dominance of bank-based financing mentality.  
 
Interestingly, the Croatian financial system has a substantive financing pool, 
i.e. individual savings accounts amount to more than 26 billion EUR (Croatian 
National Bank, 2021). Additionally, more then 50% of Croatian citizens have 
a personal pension account and more than one million persons, almost 10% of 
population, have a registered securities account with the Central Depository and 
Clearing Company (2021). There is therefore a noteworthy pool of potential 
Croatian investors. For example, historically, during the well marketed 
Croatian Telecom’s IPO in 2007 more then 350.000 natural persons were 
investors. The data clearly suggests there is a potential demand to invest in good 
business projects. 
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It is precisely the perspective of more general investors, i.e. natural persons, 
that were at the primary centre of EU regulators’ attention in developing a 
crowdfunding regulation that will provide greater legal certainty for investors. 
It is therefore a general benefit which should also have a positive effect on 
Croatian investors. The undermining factor could be a comparatively low level 
of general financial literacy in Croatia (Batsaikhan, Demertzis, 2018; Pintarić, 
2020) which could be further downgraded when examining digital financial 
literacy. This could be particularly challenging when addressing the non-
sophisticated investors and their understanding of the risk involved. 
Consequently, it could remain a barrier for engaging in the FinTech products 
and services, with Croatians leaning more towards traditional financial 
activities such as investing in real-estate or bank savings. Therefore, safeguard 
clauses provided in the EU crowdfunding regulation, e.g. risks warnings in the 
key information sheet and obligatory information that crowdfunding 
investment does not provide insurance schemes similar to deposit insurance 
arrangements should help investors make more informed decisions.  
 
Still, we have to keep account of the perception of regulatory adequacy in the 
pre-crowdfunding regulatory framework, which was unfavourable in the SEE 
region (Cambridge Centre for Alternative Finance, 2020, p. 105-106). The 
Croatian financial market is predominantly a bank-based system. The 
regulatory and supervisory framework was drastically altered during the last 
decade, due to Croatian membership in the EU. The EU regulation in this area 
is however, largely unfit for the purpose. First, European policy initiatives for 
promoting a more market-based banking system, e.g. covered bonds initiative, 
are inadequate due to underdevelopment of the Croatian financial markets 
(Bajakić, 2019). Second, MiFID’s I & II operational and compliance 
requirements (along with the GFC) contributed to further decrease and 
consolidation of investment firms in the Croatian capital markets troubled with 
modest volume and liquidity (Bajakić, 2020, p. 925-930). 
 
In order to support Fintech development of capital markets, Croatian Financial 
Services Supervisory Agency, HANFA, in May of 2019, established an 
innovation facilitator in the form of an innovation hub to support and enhance 
FinTech firms in Croatia (Ibid.). HANFA (2020) has also adopted Guidelines 
for pension funds’ investments in SMEs through crowdfunding platforms to 
unleash the credit potential and direct it towards start-ups and SMEs 
development. Additionally, HANFA’s new capital markets legislation allows 
for easier access to capital markets for issuers issuing securities below 8 million 
EUR (HANFA, 2021). 
 
In the SEE markets, foreign platforms surpass local platforms, having typically 
one platform dominating the entire alternative finance volume, e.g. P2P (peer-
to-peer) consumer lending in Bulgaria, or invoice trading in Slovenia (Ziegler, 
T. et al., 2019, p. 134-135). The Zagreb Stock Exchange (ZSE) displayed great 
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adaptability to both regulatory and market changes and challenges. ZSE 
collaborated with FinTech challengers, taking a 20% equity share in 
Funderbeam SEE, an Estonian equity-based crowdfunding platform service 
provider, in addition to Progress, their own platform for SMEs financing. 
Theoretically, the new crowdfunding regulation could become an entry barrier 
for establishment of Croatian crowdfunding service providers due to 
operational and prudential requirements that increase operational costs. 
However, with the currently operative ZSE’s platform and Funderbeam, there 
is most likely no demand for such an initiative. Therefore, Croatia primarly 
needs to constructively focus on policies for developing competitiveness of 
entrepreneurship and financial markets. 
 
6. CONCLUDING REMARKS AND SOME POLICY 
RECOMMENDATIONS 
 
Good financial regulation rests on two pillars: appropriate rules and their 
consistent implementation in practice. Generally speaking, excessive regulation 
can undermine market efficiency resulting in regulatory arbitrage and investor 
flight to other financial markets. Too little regulation enhances motivation for 
moral hazard and fraud. Too much regulation stifles innovation and 
opportunities for better capital allocation and risk mitigation. In this 
perspective, the regulation of FinTech is particularly challenging because it 
demands a delicate balance be struck between the forward-thinking consumer 
and investor protection rules with enough lenience to generate financial 
innovations that are conducive to economic growth and development. Although 
the jury is still out on the impacts of the recently introduced crowdfunding 
regulation in Europe, the contemporary regulatory experiences with the 
Banking Union’s Single Rulebook point to positive effects of harmonised rules 
for all market participants, especially with regard to legal certainty and cross-
border activities. The EU Crowdfunding regulation is therefore a step in the 
right direction with regard to enhancing investor protection and removing 
barriers for scaling of crowdfunding service providers and cross-border 
investments. 
 
The EU Crowdfunding regulation should have a positive effect on investor 
protection in Croatia. At the same time, Croatia presents an interesting case-
study for several reasons. First, the Zagreb Stock Exchange has demonstrated 
its substantial proprietary knowledge through the combination of partnership 
with the Funderbeam platform while developing its own planform Progress for 
financing the SMEs. Second, the paper argues that there is a considerable pool 
of possible capital, in forms of households’ savings, potentially available for 
investing. Third, non-sophisticated investors are already present at the capital 
markets’ infrastructure, having registered securities accounts with the Central 
Depository and Clearing Company, while historical data shows that retail 
investors will not shy away from investing in good business projects in the 
capital market. Furthermore, the capital market’s regulator HANFA has 
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undertaken plentiful regulatory and policy actions to remove barriers for 
investments and promote technology enabled financial market opportunities. 
Policy actions should therefore be focused on further improving digital 
financial literacy. Also, further improvements are needed in the areas of 
structural reforms toward a more supportive tax regime and resolute 
implementation of competitiveness strategies for entrepreneurship.  
 
A recently published joint analysis of the Fintech innovation in Western 
Balkans by the World Bank and Cambridge Centre for Alternative Finance 
(2020, p. 17-26) identified barriers to finance, which present both challenges 
and opportunities for embracing Fintech and developing financial markets. 
They include: (i) low levels of account ownership and use of digital financial 
services, (ii) banks’ risk aversion, (iii) high cash-use levels, (iv) reduced levels 
of trust in financial services, (v) comparatively low financial literacy rates, (vi) 
comparatively high cost of core financial services e.g. payments and credit and 
(vii) comparatively low levels of accessibility to financial and capital markets. 
Hence, there are five critical areas that countries in this region need to address 
in order to foster the development of FinTech startups within their own 
jurisdictions: access to data, use of digital government services, access to 
payment systems, access to capital, leasing and factoring. Cross-checking the 
above mentioned issues confirm that Croatia benefits from a comparatively 
more advanced financial ecosystem than the Western Balkan average. 
However, there is an urgent need to further improve digital financial literacy 
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